Abstract: The purpose of this study is to explain difference in tolerance towards
Introduction
The fact that financial illiteracy can have negative impact on the financial well-being of an individual and entire society was proven by the recent global financial crisis that exposed the low level of consumers' financial literacy necessary to make sound financial decision. According to Atkinson and Messy (2011) lack of financial literacy has been widely acknowledged as an aggravating factor of the crisis. Some authors, such as Klapper, Lusardi and Panos (2013) , even suggested that financial literacy may better equip individuals to deal with macroeconomic shocks.
Financial decisions are, in general, under influence of many factors, such as, education, income, gender, experience, tolerance towards financial risk etc. Grable (2016) stated that risk tolerance is an underlying factor within financial planning models, investment suitability analyses, and consumer decision frameworks. Therefore, understanding tolerance towards financial risk, particularly in the context of transition economies, like Bosnia and Herzegovina (BiH) , can be crucial for certain policy making.
It this paper we will focus on fragile relationship between financial literacy and tolerance towards financial risk among business decision makers, i. e. entrepreneurs. The research should result in responses to the following question: Is there a relationship between an entrepreneurs' financial literacy and their assessed tolerance towards financial risk? The main goal of this paper is to explain relationship between entrepreneurs' financial literacy and their assessed tolerance towards financial risk. Having in mind the above said, the central research hypothesis shall be as follows: Entrepreneurs' tolerance towards financial risk is driven more by their financial attitude and behaviour rather than their financial knowledge. Possible limitation of examining relationship between financial literacy and tolerance towards financial risk is the probable presence of endogeneity. The results of this study could be a good starting point for creating and implementing financial literacy programs for entrepreneurs. The paper is organized as follows. After the introduction, part one gives a short overview of theoretical framework of some recent literature that is relevant to the main objective of the paper. Part two outlines the data and research methodology. Part three is the center of the paper and contains analysis and discussion of the original empirical results. The last part contains some final remarks and conclusions.
Theoretical framework and literature review
The central issue addressed in this paper is the relationship between entrepreneurs' financial literacy and their assessed tolerance towards financial risk. So far, a significant number of scientific research has been conducted on the relationship between those two variables, so, the theoretical point of reference of this research will have its central foundation in preceding studies on measuring tolerance towards financial risk and assessing the level of financial literacy.
According to Huston (2010) it seems that large body of financial literacy literature has been lacking in defining the concept of financial literacy 2 . It was even mentioned by Aren and Dinç Aydemir (2014) that researchers approach this phenomenon from different points of view, where academicians, by examining financial literacy, want to explain economic wellbeing, financial decision making and behaviour, but they rarely deal with governance and social well-being. Similar, and according to the World Bank (2013), the terms financial literacy and financial capability are often used interchangeably. Here, the term financial literacy is often associated with financial knowledge and financial capability, as a broader term, encompasses behaviour and the interaction of knowledge, skills and attitudes which is basically how OECD INFE (2011) sees financial literacy. According to the World Bank (2013), studies related to financial literacy in general measure three specific concepts: knowledge of fundamental financial concepts, awareness of products and services, offered by different financial service providers and an understanding of the risks associated with using these products and services, and understanding how to manage personal finances or use financial services. In this research we will use definition of financial literacy given by the OECD INFE (2011) and Atkinson and Messy (2012) , where this concept is defined as a combination of awareness, knowledge, skill, attitude and behaviour necessary to make sound financial decisions and ultimately achieve individual financial wellbeing.
In decision making process, according to Weber, Blais, and Betz (2002) , risk tolerance is a person's standing on the continuum from risk aversion to risk seeking. When it comes to financial decision making process, Kahneman and Tversky (1979) define financial risk tolerance as a psychological element of decision making under financial ambiguity a situation in which a person estimate the probability of possible outcomes and their chances of occurrence. Furthermore, and again connected to financial decision making, tolerance toward financial risk, as defined by Grable (2000) and Grable and Joo (2004) , is the maximum amount of uncertainty that someone is willing to accept when making a financial decision that reaches into almost every part of social and economic life. According to Irwin (1993) , this phenomena can also be perceived as the willingness to engage in a financial behavior in which the outcomes are uncertain with the possibility of an identifiable loss. Grable (2016) noticed that financial risk tolerance affects the way people invest their resources and that it is to expect that people with varying levels of risk tolerance should act differently when making investment decisions. Tolerance towards financial risk may be influenced by many factors. Corter and Chen (2006) , for example, documented increased risk tolerance with increasing investment experience. Summa summarum, tolerance towards financial risk determines financial decision making in general and even can even have impact on securities portfolio performance. For example, in the recent study authors, Zahirović and Okičić (2016) have revealed that, ceteris paribus, an increase in risk aversion leads to a decrease in expected return and the creation of more superior securities portfolio.
In this paper we want to examine relationship between financial literacy and tolerance towards financial risk. Given their multidimensional nature, it is difficult to measure financial literacy and tolerance towards financial risk with a single indicator. Therefore, we will measure financial literacy by using the following broad concepts (OECD INFE, 2011; Messy, 2011, 2012) : financial attitude, financial knowledge and financial behaviour. Tolerance towards financial risk will be operationalized through different dimensions of risk. Figure 1 presents our theoretical concept. 
Data and methodology
This research builds on existing knowledge in the fields of measuring tolerance towards financial risk and assessing the level of financial literacy. This is a quantitative study, where, similar to Gustafson and Omark (2015) , we use a questionnaire based on the questions developed by Grable and Lytton (1999) to asses tolerance towards financial risk. Instrument used for measuring financial literacy (financial knowledge, financial attitude and financial behaviour) was mainly based on the OECD INFE Core Questionnaire (2011) and some previous work of Messy (2011, 2012) as well as Lusardi and Mitchell (2011) . We used snowball sampling technique where participants are recruited by e-mail. The main criterion for the participant selection was entrepreneurial experience. Contacts who decided to take part in the survey were asked to forward the request to their colleagues. The participation in the study was voluntary and anonymous. 51% of the distributed questionnaires (out of 100) were returned. Research was conducted during the first quarter of 2017. Figure 2 and 3 give overview of some basic characteristics of the sample. Tolerance towards financial risk of entrepreneurs was measured by total financial risk score (TFRS). This score is obtained by using scale developed by Grable and Lytton (1999) Gustafson and Omark (2015) Financial literacy components are given in Table 2 . Suppose you put 100,00 BAM into a savings account with a guaranteed interest rate of 2% per year. You don't make any further payments into this account and you don't withdraw any money. How much would be in the account at the end of the first year, once the interest payment is made? FK 4 … and how much would be in the account at the end of five years?
FK 5
Imagine that the interest rate on your savings account is 1 percent a year and inflation is 2 percent a year. After one year, would the money in the account buy more than it does today, exactly the same or less than today? FK 6 An investment with a high return is likely to be high risk FK 7 High inflation means that the cost of living is increasing rapidly FK 8 The higher the bond's yield, the shorter the duration will be and vice versa. When it comes to financial knowledge it is probably true to say that the most popular and most applied test of financial knowledge is possibly the one developed by Lusardi and Mitchell (2011) . This test, initially consisted of three questions. The first two questions "Compound Interest" and "Inflation", indicated whether respondents understand the key economic concepts fundamental to saving. The third question, "Stock Risk," evaluates knowledge of risk diversification, crucial to informed investment decisions.
To gain better understanding of relationship between entrepreneurs' financial literacy (FL) and their assessed tolerance towards financial risk (TFR) we use descriptive statistics, chi-square, correlation analysis and regression analysis. Possible limitation of examining relationship between FL and TFR is the presence of possible endogeneity. FL, as an endogenous variable, has already been recognized in the research of Van Rooij, Alessi, 2011, Van Rooij, Kool and Prast, 2007 and many others.
Results and discussion
According to the empirically assessed, previously mentioned, FKS, we have identified three categories of entrepreneurs, i.e. category of entrepreneurs with solid (maximum 3 correct answers), average (maximum 6 correct answers) and excellent (maximum 8 correct answers) financial knowledge. On the other hand, and according to the empirically assessed TFRS, we have identified five categories of entrepreneurs, i.e. a real risk avoider, cautious, somewhere in between, willing to take risk after completing adequate research and a real gambler. Descriptive statistics for TFRS and FKS is presented in Table 3 . On average, entrepreneurs have average financial knowledge and they belong to third financial risk category (see Table 1 ). Figure 4 shows grouped bar chart for each categorical group. When it comes to level of financial literacy, it is probably good to mention that, accoding to Ćumurović and Hyll (2017) there are evidence in the literature (Bucher-Koenen and , Klapper, Lusardi, Panos, 2013 , Deuflhard, Georgarakos, Inderst, 2015 that entrepreneurs, or self-employed individuals, are more financially literate than regularly employed. This could be a good recommendation for another research.
A chi-square test of independence was performed to examine the relation between categorise of entrepreneurs' financial knowledge and categories of entrepreneurs' tolerance towards financial risk. The relation between these variables was significant, χ 2 (8, N = 51) = 16,388, p =.037. We used an alpha level of .05 for all statistical tests. According to Cramer's V coefficient this relationship is moderate, φ c (N = 51) = .401, p =.037.
Other two components of financial literacy are financial attitudes and financial behaviour of entrepreneurs. Their descriptive statistics is given it Table 4 . Sig. (2-tailed) N *. Correlation is significant at the 0.05 level (2-tailed). **. Correlation is significant at the 0.01 level (2-tailed).
Source: Authors' own work Correlation between TFRS and FKS was insignificant, r (N = 51) = ˗.215, p=.129. This is very interesting result because it makes sense in terms of practical significance meaning that as financial knowledge of entrepreneurs increases their tolerance towards financial risk decreases.
Furthermore, it is interesting to point out that FKS does not correlate, in terms of statistical significance, with other variables. On the other hand, TFRS has statistically significant correlation to FB 1 ("I tend to live for today and let tomorrow take care of itself"), FA 5 ("I am willing to risk my money") and FA 3 ("I find it more satisfying to spend money than to save it for the long term").
A Kruskal-Wallis H test showed that there was a statistically significant difference in FA 5 ("I am willing to risk my money") between the different categories of tolerance towards financial risk χ2 (4, N = 51) = 12.260, p =.016, with a mean rank for Tolerance towards financial risk category of 23.94 for FRC 1 ("a real risk avoider"), 35.88 for FRC 2 ("cautious"), 45.33 for FRC 3 ("somewhere in between"), 32.38 for FRC 4 ("willing to take risk after completing adequate research") and 29.03 for FRC 5 ("a real gambler").
The same test showed that there was a statistically significant difference in FB 1 ("I tend to live for today and let tomorrow take care of itself") between the different categories of tolerance towards financial risk χ2 (4, N = 51) = 12.520, p =.014, with a mean rank for In order to go one step further in examining relationship between financial literacy of entrepreneurs and their tolerance towards financial risk, we decided to estimate multiple regression models.
Results of estimation are given in Table 6 . 
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Only one variable, FA 5 ("I am willing to risk my money"), significantly predicted TFR, 5 = 2.871, p = .013 and explained a significant proportion of variance, 42.3%, in TFR. Also, although not statistically significant, there is inverse relationship between TFR and FKS, = -1.064, p = .155. This, negative relationship between financial knowledge and tolerance towards financial risk among entrepreneurs in BiH, isn't surprising because previous correlation analysis showed similar results.
Conclusion
To sum up, the analysis results have revealed that an entrepreneurs' tolerance towards financial risk is driven more by their financial attitude and behaviour rather than their financial knowledge. On a policy level, the real implications of the research can be seen in the tailoring of particular financial literacy programs for entrepreneurs in BiH. Empirical research was conducted on a relatively small sample size and the limited territory of BiH. Hence it, in order to obtain reliable and more relevant data regarding the relationship between entrepreneurs' tolerance towards financial risk and their assed level of financial literacy in BiH, research should include a larger number of respondents. Also, further research suggests a need for more in depth analysis of relationship between tolerance towards financial risk and financial literacy with focus on dealing with potential endogeneity issue. It would be particularly interesting to examine the effect of socio-economic and demographic variables on the tolerance towards financial risk and on financial literacy in general. Furthermore, in the recent literature, it is argued that entrepreneurs are more financially literate than those individuals that are regularly employed. Therefore, this could also be a good starting point for further research in case of self-employed and regularly employed individuals in BiH.
